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KEY ECONOMIC INDICATORS: KOREA 


All Values in Million U.S. $ Exchange Rate as of 4/16/76 
Unless Otherwise Stated U.S. $1 0 


Cumulative % Change 
A 2 B 1976 B/A C 
INCOME, PRODUCTION, EMPLOYMENT 


BOK Daily Ave. Exch. Rate, # per $ (3/76) 404.5 481,.0 484,.0 19.7 0 
Population, Mid-Year, Mil. Persons (1976) 34.7 35.3 35.8(E) 1.6 1.6 
GNP at Current Prices, Million $ 16,759 18,702 
GNP at Current Prices, Billion Won 6,779 9,052(p) 33.5% 
GKP at Constant (1970) Prices, Mil. $ 12,316 3225 
GNP at Constant (1970) Prices, Bil. yW 3,826 4,,108(p) 7.4% 
Per Capita GNP, Current Prices, US$ 483 531 
Per Capita GNP, Current Prices, Won 195,380  256,781(p) 31.4* 
Fixed Investment, Current Prices, Mil. $ 4,339 
Fixed Investment, Current Prices, Bil. W 1,755 31.1* 
Indices: (1970)=100 

Industrial Production (2/76) 225.0 267.8 301.3 19.0 

Avg. Industrial Labor Productivity 140.0 154.8(e) 10.6 

Avg. Wage in Mfg. (Nominal) 207.5 265.0(e) 27.7 
Employment (1,000 persons) nea. 12,825(E) ~ 
Avg. Unemployment Rate (%) n.a. 5.6(E) - 

MONEY AND PRICES 
Money, Current Prices, Mil. ¢2/(3/76) 1,954 2 hh2 2,481 
Money, Current Prices, Bil. W/(3/76) 946 1,182 1,201 
External Debt Outstanding2/ 44,350 5,780(p) 
External Debt Service Ratio2/ 12.4 12.8(p) 
Interest Rates, Comu'l Bank Avg.(%) (3/76) 15.5 15.9 17.3 
Wholesale Price Index, 1970=100 (3/76) 188.2 238.0 258.0 
Seoul Consumer Price Index, 1970=100(3/76) 160.1 202.2 223.5 
BALANCE OF PAYMENTS AND TRADE 

Gold and Gross For. Exch. Reservel/(3/76) 1,546.3 1,696.3 
Net Goods and Services -2,180.0(p) 
Balance of Trade (BOP Basis) -1,630.0(p) 
Exports, FOB (Customs Basis) 4,884.5(p) 

To U.S. 1,510.7 
Imports, CIF (Customs Basis) 7,274.3(p) 

From U.S. 1,881.1 
U.S. Share of Market (%) 25.9 


Main Exports to U.S. - 1975:£/(Value in $ million; % change over 1974). Clothing ($450;46) 
Electrical Products ($210;-15) Plywood ($155;41) Footwear ($115;26) Iron & Steel Products 
($80;-72) Wigs (453-7). et 
Main Imports ae 02s. — 1975:8/ (Value in $ million; % change over 1974). Grain ($640315) 
Raw Cotton ($240;38) Electrical Products ($170;-11) Non-Electrical Machinery ($165339) 
Transportation Equipment ($150;73) Ores & Metal Scrap ($105;-28). 
# Compared to same cumlative portion of B. p=Preliminary. e=Embassy estimates 
I=EPB estimates. 
% Percentages computed on won rather than dollar basis to avoid exchange rate distortions. 
1/Data are for end of period; all other data represent average or cumulative for period 
indicated. 
2/Embassy estimate: Includes payments on all debt (of one year and more maturity) as 
% of total exports of goods and services. 
Source: Bank of Korea, Economic Planning Board and Office of Customs Administration. 
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SUMMARY 


Propelled by an exceptional rebound in export demand, the Korean 
economy is strongly recovering from the combined effects of the 
oil crisis and subsequent international recession. After two 
years of extensive short-term borrowing, net long-term capital 
inflows are expected to cover a projected 1976 current account 
deficit of $1.5 billion. Although paying a price in terms of 
the deterioriation of its balance of payments position and a 
high level of domestic inflation, the Korean economy averaged 
annual real growth of 8% over the past two years of international 
economic dislocation. The strength of the current export surge 
should permit substantial improvement in Korea's balance of 
payments and inflation performance in 1976 as well as generate 
further growth of more than 8%. 


U.S. industrial sales opportunities should increase in 1976, 
particularly for capital goods. The investment climate 

remains good, with particular Korean interest in joint ventures 
in high technology medium and heavy industries and in the 
chemical industry. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Improved Balance of Payments Out Look 


In 1975 the balance of payments deficit on current account as a 
whole was nearly as large as 1974's $2 billion deficit. However, 
the results for the second half of 1975 improved dramatically 
from the difficult first half, when the deficit was an unprecedented 
$1,550 million. For the second half the deficit dropped to about 
$400 million. This great improvement stemmed largely from strong 
export recovery, combined with firm import restraint. In the 
first quarter of 1976 the favorable trade trends continued. The 
latest preliminary data for leading indicators of trade per- 
formance -- export letter of credit arrivals and import license 
opening -- indicate that further export growth and import 
restraint should continue well into the first half of 1976 at 
least. While official customs clearance data on first quarter 
1976 performance are not yet available, the following table 
showing percentage changes for selected preliminary indicators 
for both shipments and commitments (letter-of-credit arrivals for 
exports and licensing for imports) suggest the magnitude of the 
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swing in Korea's trade performance for January - March 1976 as 
contrasted with the same period a year earlier. 


Table 1. Percentage Changes in Selected Trade Value Indicators 
lst rter 1976 C ed to ist er 1 


Export Export KFX KFX 
Shipments/ L/C‘Arrivals Import Import 
Shipments2/ Licensing2/ 


+58% +90% -Tk +18% 


1/ As recorded on a negotiations basis - totals are normally slightly 
less than final customs clearance totals. 


2/ KFX (Korean Foreign Exchange) imports exclude imports financed by 
loans and investments and certain other import categories. 


Korea's export surge reflects upturns in the U.S. and other 
industrial economies since mid-1975 and the ability of Korean 
exporters to hold prices down in highly competitive markets, 
thanks in part to devaluation of the Korean won at the end of 
1974. Export volume in 1975 increased by about 20 percent from 
1974, while export value increased by only about 10 percent. 
Recently export prices have begun to firm, notably for textiles, 


further bolstering the prospects for strong export earnings 
growth in 1976. 


Restraint in import growth since mid-1975 has been in part the 
result of government policy, carried out by tighter credit, 
higher import deposit requirements, and tighter import licensing. 
Other contributory factors, which may not recur in the remainder 
of 1976, were a bumper grain crop which reduced the need for 
food imports, low demand for capital goods for expansion of 
manufacturing facilities, and a drawdown of inventories of 
imported goods ordered before the devaluation at the end of 1974. 


For 1976 the Korean target is a 31% growth in exports and a 12% 
increase in imports: (FOB dollar basis), narrowing the trade 
deficit to less than a billion dollars, compared to the $1.6 
billion trade deficit in 1975, and $1.9 billion in 1974. The 
export target of $6.5 billion appears conservative, when viewed 
against the results already achieved since mid-1975. However, 
the 1976 import target of $7.4 billion looks tight, considering 
the expansionary forces at work in the economy. On balance, 
Korea should be able to hold its 1976 trade deficit to about 
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the targeted $900 million and might achieve a lower figure if 
export growth is sustained at current rates. 


In 1975 Korea continued its healthy long-term trend in 
diversifying its customers. The U.S. took 31% of Korea's 
exports in 1975 (compared to 33% in 1974); Japan took 25% 
(compared to 31%); and all other countries combined took 447% 
(a large increase from 36% in 1974). New market development 
was particularly active in the Middle East and Europe. 


Table 2. Korean Balance of Payments Million 


actual Est’/ ¢ change onB2/ ¢ Change 
za. 2 ee MW 2 


Trade Balance -1,937 -1,630 ~91l4 
Exports (FOB) 4,515 4,964 6,500 
Imports (FOB) 6,452 6,594 7,414 

Net Services -308 -550 -711 

Net Transfers 222 226 154 

Net. Current Balance -2,023 =1,954 -1,471 

Net Capital Inflows 2,010 2,559 1,529 
Net Long and Medium Term 1,150 1,485 1,553 
Net Short-Term 860 1,074 24 

Changes in FX Holdings -15 492 ~58 
(Increase=) 

Errors & Omissions 28 -113 QO 

Gross FX Reserves 1,049 1,542 47.0 1,600 3.8 


1/ Embassy estimate, 

2/ Overall Resources Budget, the Government's official forecast for 1976. 
* Original maturities of one year and over. 

Sources: Bank of Korea and Economic Planning Board. 
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Financing the balance of payments deficit, which was relatively 
costly during the first half of 1975, grew easier in the second 
half of 1975 and the first quarter of 1976. Net capital inflows 
for 1975, estimated at over $2.5 billion, or 27% higher than in 
1974, not only covered the deficit but permitted a 47% increase 
in foreign exchange reserves to over $1.5 billion. As of the 

end of March this year, reserves had reached nearly $1.7 billion. 
Of the net capital inflow in 1975, short-term borrowing accounted 
for roughly $1 billion. Korea now has more than ample short-term 
lines of credit. While not anticipating any significant 
contraction in net short-term debt in 1976, ROK officials expect 
to roll this debt over on improved terms. 
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Korea's debt service ratio (payment of principal and interest on 
medium and long-term debt as a percentage of total foreign 
exchange earnings from goods and services) was 12.8% in 1975, up 
from 12.4% in 1974 but still well below the 21% rate reached in 
1970. For 1976, the debt service ratio has been projected by 
Korean authorities at 13.8%, but the figure should turn out 
lower in view of the surge in export earnings. 


Economic Growth Rate Higher than Expected 


In 1975 per capita GNP crossed the $500 mark. Real growth was 
7.4%, according to preliminary estimates compared to the original 
target of 7%. Output for manufacturing, paced by export 
industries, grew by 19.4% in 1975, with a particularly strong 
showing in the important combined category of textiles, wearing 
apparel and leather (+35.0%). Within this category, production 
of leatrer products (other than footwear) was up 123%, footwear 
was up 05%, and synthetic fiber spun yarn was up 46%. Other 
manufacturing sectors where 1975 production increased markedly 
were non-ferrous metal industries (447%) and transport equipment 
(+36%), with passenger car production alone up 100% to over 
17,000 vehicles, all for the domestic market. One Korean 
manufacturer plans to begin exporting cars in mid-1976, initially 
to Southeast Asian markets. The Korean construction industry 
increased domestic production only slightly over 1974, and 
factory construction permits (area) issued in 1975 were only 55% 
of the level reached in the pre-oil shock boom year of 1973. 
However, overseas ‘construction contracts, principally in the 
Middle East, grew 226% in 1975, when $851 million in new orders 
were secured; substantial further growth in overseas contracts 
is likely in 1976. 


In 1976 the growth rate of Korea's GNP is likely to be above the 
7-8% projected at the beginning of the year by Korean government 
planners. For the first two months of 1976 the industrial pro- 
duction index was 34.9% above the same period in 1975. The 

large increase in export letters of credit received in the first 
quarter of 1976 -- 30% above the already good fourth quarter of 
1975 on a seasonally adjusted basis -- points to likely increased 
investment in manufacturing capacity and general economic buoyancy. 
The overall business trends indicator prepared by the Korean 
government remained expansionary in the first two months of 1976 


after having recovered from low levels of late 1974 and the first 
half of 1975. 





Anti-Inflationary Program Pushed 


Following the 1973 oil shock, the inflation rate jumped to 26.7% 
in 1974 on a GNP deflator basis, and in 1975 the rate was nearly 
as severe, at 24.4%, although dropping at the end of the year. 
In 1976 the Korean government hopes to get the rate down to 13%. 
In the first quarter of 1976 wholesale prices increased 2.8% 
from 1975 year-end, and consumer prices increased 3.7%. The 
general budget for 1976 is balanced, and the tax burden was 
increased in mid-1975 with the adoption of a defense tax which 
is actually a surtax. In the first quarter of 1976 the general 
budget ran a 22.5% surplus, reflecting heavier tax collections 
than projected, compared to a deficit in the first quarter of 1975. 
The subsidy for fertilizer has been eliminated by increasing the 
government set price of fertilizer. In the first quarter of 1976 
the deficit in the Grain Management Fund was less than one-third 
the level in the first quarter of 1975. The rates of increase 
in the money supply and in domestic credit were slowed in 1975 
to 25%.and 31.9% respectively, and further deceleration is 
planned in 1976, to rates of 20% and 26%, respectively. At 
the end of March 1975 the money supply was only 1.6% above the 
year-end 1975 figure, while domestic credit was 5.1% above the 
year-end 1975 figure. 


Meanwhile a strong effort to encourage greater savings has 

been launched this year. In 1976 the target for domestic savings 
as a percentage of GNP is 18.6%, up from the 18.1% recorded in 
1975. For the first quarter of 1976, savings in banks and other 
financial institutions were 23.8% of the full year target, or 
12.8% above the same period last year. Special high interest 
savings rates have recently been authorized for low-to-middle 
income earners. Also, to attract savings through private in- 
vestment in equity shares, the government is continuing to 

press large closely held companies which are financially 

healthy to go public. 


IMPLICATIONS FOR THE UNITED STATES 


The U.S. share of the growing Korea market expanded to 25.9% 

in 1975. U.S. exports showing the greatest gain in value were 
transportation equipment (+73%) and non-electrical machinery 
(+39%). To retain and build on their share of the Korea market, 
U.S. firms should intensify export promotion efforts and maintain 
price competitiveness, taking advantage of lower price inflation 
and easier commercial credit availability in the U.S. 





Korea is continuing to emphasize development of its heavy and 
chemical industries as well as expansion of export industries 
such as textiles and electronics. Capital goods and high 
technology equipment and systems supporting Korea's further 
industrialization should be the basic area for market development 
efforts by U.S. firms. U.S. machinery and equipment products 
with the greatest incremental sales potential over the next: few 
years are in order of priority: metalworking and finishing 
equipment; construction equipment (including exports directly 
from the U.S. to the Middle East construction sites of Korean 
contractors); energy systems; electronics equipment (for 
production and testing) and electronic components; laboratory 
instrumentation; process control equipment; textile and apparel 
machinery; health care industries equipment and instrumentation; 
and computers and business equipment and systems. 


Other promising areas for increased U.S. sales to Korea are 
avionics and ground support equipment for civil aviation; com- 
munications equipment and systems, pollution control instru- 
mentation and equipment; and food processing and packaging 
equipment. 


The ROKG has asked U.S. Import-Export Bank consideration for 
financing projects in such fields as power plants, communications, 
and the manufacture of iron and steel, heavy electrical machinery, 
petrochemicals, and television tubes. 


Investment Climate’ Remains Favorable 


Korea continues to welcome private foreign investment. In 1975 
Koreanapprovals of proposed investment from all foreign countries 
amounted to over $200 million, 41% higher than in 1974. Approvals 
of U.S. investments, including investments by third-country 
subsidiaries of U.S. multinational corporations, were $75 million 
up 99% from 1974. Arrivals of actual investments dropped in 
1975, however, reflecting delays in economic recovery in the U.S. 
and Japan. Major new U.S. investments approved in 1975 were 
primarily in chemical manufacturing, including chlorine, caustic 
soda, fertilizer, polyethylene, and other petrochemicals. 

“Other significant fields of new U.S. investment included hotels, 
electronics, and computer services. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Spririgfield, Va. 22151. 
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